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POLICY AND METHODSFOR ESTABLISHING PAYMENT RATES 
(LONG-TERM-CARE FACILITIES) 

a. 	 The~f.daisbaseduponrprovidet'snumberofyeusofcontinuous 
licensuredeterminedatthebeginningoftheprovidersrateyearandthenumber 
ofcalendardays in the provider's catreportingperiod from which as& values 
andpatientdaysaredetermined beginningwithrateyearsstartingonorafter 
october1 1990thetenurefactorwillbe2.5percentforlessthantwoyearsof 
ownership tenureand increase0.25percent per yearof mure up to 5.25 percent 
for12ormoreyearsoftenurethetenurefactoristhepercentagedetermined 
above timesthe ratio of days in the provider'sc a t  reportinsperiod to 365 days. 
licensuretenurewillbebaseduponthenumberoffullyearsthathaveelapsed 
from the effective date of 8 providers license issued by the Michigan 
departmentof Public Health to the begking of the providers rate year. 
exceptioninthesituationwherelicensurehaschangedbuttherehasbeenno 
effective change in operator/providerred there has been no transaction which 
would affectMedicaid reimbursement other thanthe tenure factor the provider 
may petition the State agency to recognize the continuous mure the 
licensuretenureschedulewouldnotreverttozeroyearsatthetimeoflicensure 
change if the petition is approved). 

b. 	 T h e c r m r a t . r r e d ~ i s ~ b y 8 f o r m u l . u s i n g h i ~ n c a l c o s t s o f  
capital assets times the difference between M inflationary indexand an 
obsolescencefactor assetspurchasedpriorto1960willbetreatedasifthey 
were brought into service in 1960. 
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POLICY AND METHODS FOR ESTABLISHING PAYMENT RATES 
(LONG-TERM-CARE FACILITIES) 

At the discretion of the single State agency in the determination of 
historicalacquisition cost of capital assets cost information from other 
sourceswillbeconsidered thesesourcesincludebutarenotlimited 
to Medicare or Blue Cross/Blue Shield reports or a provider's initial 
Medicaid report. To ensure the program doesnut continue to pay for 
assets that w longer exist, the original acquisition costs of movable 
equipmat and fixedbuilding equipmeat iterne that am replacedwillbe 
removedfromthedeterminationofcurrentassetvalueintheyearthe 
replacementwas made. For other items which have been 
replacedrenovatedorimprovedandreportedasacostincostreport 
periods ending march 31,1985 and therafter the original acquisition 
costsoranestimatethereofwillalsoberemovedfromthe 
determination of currentasset value. 

anexceptiontotheabovemethodsforcapitalassetsmaybemadefor 
the costs associated with the centralized facilities of related 
organizations The plant pod variable costsof such organizationswill 
be treated as purchased service (variable costs)unless the related 
organizations financial records assign the assets to the specific 
facilities. Another exceptiontothehistorical acquisition costbasis may 
be dowed for the occasional purchase of used movable equipment by 
ongoingoperations when thepurchase isnot part of a change in facility 
ownership 
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POLICY AND METHODS FOR ESTABLISHING PAYMENT RATES 
(LONG-TERM-CAREFACILITIES) 

2) 	 theinflationaryindexutilizeddependsuponcapitalassettype land 
improvements building, build@ improvementsand fixed building 
equipmeat will be updated using the marshall Swift Valuation Service 
construction Cost Index fix close A Buildings in the central United 
statesfromthefiscalyeartheassetwasbroughtintoserviceuntilthe 
most recent period fur which data is available when the rate is 
determined; and land, movable equipmeat and other assets willhave an 
inflationary index of 1.00, no update factor 
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POLICYAND METHODS FOR ESTABLISHING PAYMENTRATES 
(LONG-TERM-CARE FACILITIES) 

6) 	 Assets acquired after July 1, 1989 for training of nurse aides (as 
requiredby the OmnibusreconciliationAct of 1987). Mnot i n c l u d e d  
inthecalculationofcurrentassetvaluesifthepurchaseoftheasset 
reimbursedasanurseaidetrainingexpense 
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POLICY AND METHODSFOR ESTABLISHING PAYMENT RATES 
(LONG-TERM-CARE facilities 

5. 	 Specialprovisions: The plant cost componentwill be determined using special methods 
for Class I and Class II providers with 4th newly purchased facilities or newly 
participating facilities or existing providers with 4th 8 change of class or major 
additions,renovations, or new construction 

a. 	 plantcostcertificationsuchprovidersarerequestedtocertifyandsubmitto 
the single State agency their expected allowable costs (inaccordance with 
Medicare principlesof reimbursement as modified by Section El) for intenst 
ex-, property taxes, leasea, and historical asset acquisition costs. If 
approved, the agency will determine the provider's initial period plant cost 
component based upon the certified amounts using the principles described in 
SectionsIV.A.l.thrwgh4eboveandIV.A.5.b.andcbelow. thisratewillbe 
retrospectively adjusted to reflect the facility's actual audited allowable plant 
costsfor each fiscalyear until the facilitys rate is prospectivelyestablished from 
acostreportingperiodwhichrefelctsafullcostreportingperiodofcostsrelated 
totheoriginalpurposeoftheplantcostcertification ifas aresult of audit the 
State agency finds 8 significantdiscrepancy between certified infomution and 
actualcostsallexcessfundspaidbystateagencytothefacilityasaresult 
oftherequestwillberecoveredwithapenaltyfactorequaltothethencurrent 
Medicare rate on net equity) applied to the discrepancy 
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POLICY AND METHODS FOR ESTABLISHING PAYMENT RATES 
(LONG-TERM-CARE facilities 

b. 	 salesandresales intheeventofasaleocurringonorafterjuly 18,1984, but 
nottheresultofabindingagreemententeredintopriortojuly 18,1984, the 
changesintheplantcostcomponentforafacilityattributabletothesalewillbe 
limited by the increase allowed by Section of Title XIX of the 
Social Security Act in effect prior to the consolidated omnibus Budget 
ReconciliationAct of 1985. In cases where the Title XIX Section 

limitation is applicable, a schedule of interest expease 
disallowance .mounts will be developed to ensure the new owner's 
reimbursementdoesnotincreasebymorethantheamountthetitlexixsection 
1902(a)(13)(B) limitation will allow.The scheduleof disallowance will be 
basedupontheinitialyeardisallowanceandtheborrowingamortizationschedule 
andinterestexpenseamountsdeterminedasallowablecostsinaccordancewith 
Medicare principles of reimbursementlis modifidby Section III of this plan. 
Once the schedule is put in place the disallowances will remain in effect 
regardlessofthestatusoftheloan howeverinnoinstancewilltheamountof 
interest expease allowable exceednet allowable interest expense 

2) 	 Exception: Where licensure does not change subsequent to a sale,the 
lessee/providermustchooseeithertoretainhisoriginallicensuretenure 
schedule and forego increasedreimbursement for interestexpense or to 
receive increased reimbursement for interest expense and allow the 
licensuretenurescheduletoreverttozeroyearsandatenurefactorof 
2.5 percent Should the I d p r o v i d e r  elect to retain the previous 
licensuretenureschedulethemedicaidprogramwillnotrecognizefor 

allowable cost determination purposes interest ex- beyond the 
schedule of borrowing principal amorbtion and interest expenses 
which would have been incurredwere the seller's loam maintsined or 
assumed bythenew owner/lessor thisprovisionwillaplytoall 
property transactions between lessore, lessees and/or operators 
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POLICY AND METHODS FOR ESTABLISHING PAYMENT RATES 
(LONG-TERM-CAREf a c i l i t i e s  

6. 
reimbursement system 
grandfather clause: Any who received higher plant cost cornponeatunder the provider 

in effect prior to April 1,1985 may, at theoption of the provider, 
bepaidplantcostcomponentdeterminedinaccordancewithSectionIV.B.belowuntil 
facility fiscal yeam beginning onor after April 1 ,1991.  If 8 grandfathered facility is sold 
subsequent to April 1,1985,and there is 8 change in licensure then the grandfather 
clausewillnolongerbeapplicableandthenewownersratewillbedeterminedutilizing 
the methods in Sections IV.A. 1 throughIV.A.5 above. If 8 grandfathered facilityis sold 
subsequenttoapril11985andthereisnochangeinlicensurethenthegrandfather 
clause may continue to be applicableuntil facility fiscal yearsbeginning onor after April 
1, 1991. 

7. 	 SpecialNote on recapture of Depreciation:In the event of 8 sale after March 31,1985, 
therewill be the application of42 CFR 413.134(f) for m y  reimbursement received by 
the seller as depreciation expease from October 1,1984 through the effective date of the 
sale and transfer ofassets. 

B. Plant Cad component (for Class III facilities and grandfathered class I and class II facilities) 

The prospectivelyestablishedplant costcomponent forcounty medicalcare facilities, hospital long 
term cam units and facilitiesgrandfathered in section IV.A.6. aboveis the lesser of allowable per 
patient day plant cost or the per patient dayplant cost limit, 88 described below. 
1. 	 The allowable per patieatdayplant cost is the sum of depreciation expense, interest 

expense property taxes, and recognized lease costs (asdefined in Section m.H) divided 
by total patieat days, as derived from the most recat audited cost report 
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POLICY AND METHODS FOR ESTABLISHING PAYMENT RATES 
(LONG-TERM-CAREf a c i l t i e s  

2. 	 theperpatientdayplantcostlimitistheamountthatwouldbepaidforarecently 
constructedandprudentlyfinancedfacilitythecalculationofthisamountisbasedon 
a survey of homes actually built between January 1, 1975, ad december 31, 1977, 
updated to June 30, 1978, using the U.S. department of commerce Composite 
construction Index, as published in the Survey of business The value for 
depreciation ex- is based on the mean of the surveyed values of depreciable assets 
andthemeandepreciationrateforassetsofsimilartypedeterminedbyusingstraightline 
depreciation with useful lives determined in accordance with 9104.17 of the Provider 
reimbursementManual. The value for interest expease is basedon the surveyed mean 
ofinterestratespaidandmeanassetvaluesforfacilitiesconstructedduringthethree 
yeussurveyed thevalueforpropertytaxesisbasedonthemeanofpropertytaxesof 
the surveyed taxpaying facilities.This plant costlimit is updated annuallyto reflect the 
rateofinterestinpropertytaxesandstandardsandregulationswhichaffectplantcosts 

3. Proprietary providersam permitted to retain as part of the plant costcomponenteither: 

a. 	 Up to $.XIof the difference between allowable per patieat dayplant c a t s  and 
the March 31, 1985,8Oth -tile of Title XIX per patient day plant costs 
($5.66per patieat day), 

b. 	 The Medicare return011 net invested equity defined in 42 CFR 413.157 to the 
extentthattheplantcostcomponentincludingthereturnonequitydoesnot 
eceed the provider's plant cost limit. 

Once option (b) is selected, a providermay not select option (a) for any future 
cost reporting periods. 
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POLICY AND METHODS FOR ESTABLISHING PAYMENT RATES 
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a. 	 Plant cost Certification: Such providers M requested to certify rad submit to 
the State agency their expectedplant costs. the State agency will use the 
certified expecteddollar value of plant costs,when approved, in calculatingthe 
prospective rate,peading audit. This rate will be retrospectivelyadjusted to 
reflect the facilitys actual audited allowable plantcostsforeach fiscal year until 
the facility's rate is prospectivelyestablished from a cost reporting periodwhich 
reflectsafullcostreportingperiodofcostsrelatedtotheoriginalpurposeofthe 
plant cost certification. If, as a result of audit, the State agency finds a 
significant discrepancybetween certifiedinformtion andactual costs,all excess 
fundspaidbtthestateagencytothefacilityasaresultofthatrequestwillbe 
recoveredwithapeanltyfactor(equaltothethencurrentMedicarerateonnet 
equity) applied to the discrepancy 

b. 	 Theplantcostlimit(pcL)forthesefacilitieswillbecalculatedbasedononeor 
both ofthe following principles: 

1) 	 The per patientdayplant cost limit will be updated to reflectchanges 
incostsof construction pad changes in standards rad regulations which 
haveadirectimpactuponplantcosts costsofconstructionwillbe 
updoted using the departmentof commerce composite Index, as 
published in the Survey of Current B e .  
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POLICYAND METHODS FOR ESTABLISHING PAYMENT RATES 
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C. 	 New Providers: A 'newprovider' isdefined asa LTC provider in a facility that 
doesnothaveamedicaidhistoricalcostbasisandthathasnotprovidedcareto 
Medicaid clients for a period of at 1- two yeus. The new provider's 
initial-period plant cost component will be the provider's certified and agency 
approved plant cost per patieat day (per Section IV.B.4.a.) up to the plant cost 
limitwheretheplantostlimitisdeterminedusingupdatemethods1and2 
of Section IV.B.4.b. above. 

d. 	 additions renovations andNewly constructedFacilities: Theprovider's initial 
plantcostcomponentsubsequenttothechangesintheplantcostswillbeth 
provider's certified and agencyapprovedplant cost pet patieat day (per Section 
IV.B.4.a.) up to the plant cost limit, where theplant cost limit is the weighted 
average (using proportions ofhistoricalcost)of thehistoric PCL for the portion 
of the facility that remains unchanged ad the PCL applicable to the new 
portion,determined usingupdatemethods 1) ad 2) of SectionIV.B.4.b.above. 

e. 	 Mea and Resales: Mea and deswill be recognized by the program. 
Reimbursement for providers with facilitiespurchased prior to July 18, 1984, 
willbedeterminedinaccordancewiththestateplanmethodsapplicableatthe 
timeof de .  reimbursement forproviders with facilitiespurchased on or after 
July 18, 1984, but not the result of a binding agreement entered into prior to 
July 18,1984, willuse as a plant cost basis,allowable cost as determined in 
accordance with the Medicare principles of Reimbursement as modified Section 
iiiinallcasesofsaleorresalethesellermustnotifythestateagencyatleast 
90 days in advance of purchase The sale will not be recopid for 
reimbursementpurposesuntil 90 days notification. Provisionsof 42 CFR 
413.134 (0will be retrospectivelysatisfiedat this time. Any exception must be 
approvedby the Stateagency In theeveat ofsale there will be an application 
of 45 CFR. 134.(f) for MYreimbursemeat receivedby the seller as depreciation 
expense from October 1, 1984 through the effective dote of the d e  and the 
transfer of assets 

Theprovider'splant costcornponeat subsequentto thed e  willbe theprovider's 
certified and agency approved plantcostpet patidday (per Section 
up to the plant cost limit determined using update metbod 2) of Section 
IV.B.4.b. above (only the interest portion of the limit is updated). 
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